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AGREEMENT AND PLAN OF MERGER

THIS AGREEMENT AND PLAN OF MERGER (this “Agreement”) is dated as of
August __, 2001, by and among Atlantic, a for-profit corporation (“Purchaser”),
CareFirst, Inc., 2 Maryland not-for-profit corporation (“CareFirst”), and CF Acquisition Corp., 2
Maryland corporation (“CFAC™).

RECITALS

1. Purchaser directly owns all of the issued and outstanding stock of CFAC;,

2. The Board of Directors of cach of Purchaser, CareFirst and CFAC ¢ay-have
approved the merger of CFAC with and into CareFirst upon the terms and subject 10 the
conditions of this Agreement, including the ancillary agreements executed and delivered
pursuant hereto-ard£), The Board of Dircctors of CarcFirst deemis such merger to bein the
host interests of CareFirst and its whscrihcx;q_jmcmhc_gs_l. and the Boards of Directors of
Purchaser and CF Acquisition Corp. deem such merger to be in the best interests of their
respective comp anies and subser-ibe{sratad,—-iﬂ—{he—ease—e{l—Pur«:-hasef—ax&d—C—f&k«G—,—%hek—resgec—t#e
shareholderss,

3. Decause Purchaser 1is 2 for-profit company and CareFirst and the Primary
CareFicst Insurers are each not-for-profit companies, it will be necessery for the Primary
CareFirst Companies (0 convert to for-profit status concurrently with the consummation of such
merger, and as part of the conversion of the Primary CareFirst Companies, CareFirst will 1ssuc
100% of its outstanding shares of capital stock (“CareFirst Common Stock™) lo certain tax-
exempt entities (each, a “Tax-Exempl Entity’") to be designated 10 accordance with applicable
laws, so thal, immediately prior to the merger, (he Tax-Exempt Entities will constitute all of the
stockholders of CareFlrst. The principal elements of such conversion are as set forth in
Appendix A herelosané, '

4. purchaser and CareFirst desire to enter 1nto this Agreement and to make certain
representations, warranties, covenants and agreements in comnection with the Merger.

NOW THEREFORE, in consideration of the premises and the mutual representations,
warranties, covenants and agrecments set forth hereln, the parties hereto agree as follows:
ARTICLE ]
Definitions

Temns used in this Agreement nol othenwise defined herein shall have the meanings sct
forth in Appendix B.
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Memorandum — TRIGON 61@ @,,

CareFirst Diligence Visits

While we would defer to the judgement of CareFirst regarding the visits that would best
be made to gamer support for a potential transaction, at @ minimum we would want to
gauge the understanding and support of the following office holders.

1 Maryland
« Governor
« Attomney General
« Commissioner of Insurance
« Senate President
« Speaker of House

4 District of Columbia
« Congressional Representative
« Mayor
« Commissioner of Insurance
« Corporation Counsel

¢ Declaware
+ Govemor
« Attomey General
« Commissioner of Insurance

q Virginia
« Governor
"« Altomey General
« Commissioner of Insurance
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Transaction

Consideration

Stock Compounent

Registration Rights

Voting Trust

Financing

Material Adverse Change

Exccutive Prescoce

Board Representation

CareFirst/ Trigon Partnership
Summary of Key Business Terms

Trigon shall acquire 100% of the CarcFirst Common Stock (the “Transaction™)
for aggregate consideration of $1.3 billion (“Aggregate Purchase Price™). The
Conversion shall be structured as a tax-free reorganization, and the parties shall
receive an appropriate tax ruling.

We proposc that the aggregate consideration paid by Trigon for 100% of the
CareFirst Common Stock (the “Aggregate Consideration”) shall be structured

. 60% in cash and 40% in Trigon stock. We are, however, flexible with respect to

the mix of consideration

A fixed price method shall be employed to determine the $520 million stock
component, subject to a maximum issuance of 10.4 million shares of Trigon
stock. This is not a walk-away. To the extent that Trigon’s stock price declined
below $50, then the valuc of the stock component would be reduced. Trigon
would thus bear the burden of the first 22% decline in its stock price from
today’s value, and CareFirst and Trigon would share the impact of any decline
thereafter. :

Trigon is committed to assisting the Tax Exempt Entitics with the orderly
liquidation of their equity holdings. We will cooperate with the Tax Excmpt
Cntities in registering and marketing their shares, subject to the market’s
reasonable ability to absorb the volume and appropriate provisions limiting
registration during certain periods. The Tax Exempt Enlities shall be cntitled to
mutually agrecable demand registrations and piggyback rights.

Any Tax Excmpt Entity that owns more than 5% of Trigon stock will eater into
a voling (rust agreement reflecting the voting, standstill, and secll dowm
provision. as mutually agreed upon by the BCBSA, the Tax Exempt Entity and
Trigon. '

We are confident that we can finance the cash portion of the Aggregate
Consideration with existing cash and existing or new debt factlities.

We would propase a standard Material Adverse Change provision.

Trigon HealthCare, Inc. will remain a Virginia corporation. Tom Snead expects
to spend a majority of his time in Owings Mills and will maintain an office
there as will other senior executive officers. Mr. Snead would establish a second
residence in Baltimore.

The CEO of CareFirst and four members ol the CarcFirst Board of Directors, to
be mutually agreed upon by CareFirst ana Trigon, shall be appointed to the
Board of Directors of Trigon HealthCare, Inc. at closing. The location of Board
meetings would be determined by (he Chairman, in consultation with rest of the
Board.
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e —
Existing Boards of Dircctors

Non-Solicitation

Transaction Protection

Expense Reimbursement

Termination provisions

Corporate names

Comumitment to associates

ey

PPresence

[t is our intention to preserve the roles of the existing Boards of Directors of
CareFirst of Maryland, DC and Dclaware as Advisory Boards, and we would be
grateful if the current members of these boards would continue to serve the
Company and the community by providing advice and counsel on issues of
service, provider policy, member satisfaction, and health care quality, in
addition to providing input and feedback with respect to our local market
integration plans and community relations prograrms.

We would ask that CareFirst not, directly or indirectly, solicit, initiate,
encourage, or induce any Acquisition Proposal with respect to CareFirst or

. engage in negotiations with, or disclose any nonpublic information relating to

CareFirst to any Person that may be considering making, or has made, an
Acquisition Proposal with respect to CareFirst.

We would receive appropriate {ransaction protection mechanisms, including a
right to match any subscquent competing offer deemed supcrior from a
fiduciary point of view, and a proposal that [ the transaction terminates due o
no fault of Trigon and CareFirst enters into 2 Definitive Agreement with another
party within two ycars following termination, thent CarcFirst would pay 0
Trigon & termination fee of 5% of the purchase price in recognition of its
substantial investment.

While both CareFirst and Trgon will bear liability for their own expenses
associated with this Transaction, our conversion experience suggests that we are
likely to bear substantial expenscs on behalf of third parties involved in the
approval process. We would expect that in the event that the transaction
terminates due to no fault of Trigon, that we be reimbursed for 50 percent of
(hese extraordinary third party €xpenscs.

The initial term of this agreement would be eighteen months, unless extznded
by mutual conscnt of CareFirst and Trigon.

We are committed 10 whatever corporate branding approach makes the best
business scnse. Choosing a single name under which to market BCBS coverage
in our overlapping markets makes scnsc. Between signing and closing, the
Transition team will market test the CareFirst BCBS and Tagon BCBS names
to determine whether etther, or a new BCRBS trade name, is most effective. We
would then transitiont the preferred market place name on 2 schedule that makes
sense, subject, of course, 10 appropriate regulatory and BCBSA approval.

The holding company, will continue to trade on the New York Stock Exchange
as Tngon HealthCare, Inc. (T GH)

The bulk of the value creation opportunities that we foresee come (rom growth,
not cost reductions. [t is our intent and expectation that there will not be any

reductions in cmployment levels. We plan to employ no less than the number of

cmployees presently employed in cach of the jurisdiclions. To the exteni,
however, that busincss conditions change and that the number of ecmployecs
deviates from that standard, such deviation would lave to be approved by our
combined Board and (ully justificd by Dill Jews and Tom Sncad using prudent
business judpement.

Trigon 1 sensiive W the issucs of local cmployment and we are commitied 1o
,

OCC 009457

R AR G




Location of employees/
facilities by state

Continued service of
segments

Continued relationships with
providers

Confirmatory duc diligence/
list of documents

Timetable

Approvals

Carefust, Inc. October 16, 2001

maintaining a conlinuing presence in the markets in which we compele at a
level commensurate with our opportunily.

Trigon shares the CarcFirst team's belief that healthcare is a locally delivered
business. Trigon is committed to 2 substantial continuing employee presence in
CareFirst's markets. Weare confident that the combination of our organizations
will ultimately allow us together to create new employment opportunities in our
combined markets. Decisions regarding the locations of future operations will
be made in consultation with the local Advisory Boards.

Our strategy is founded on creating and delivering value to our mermbers at an
economic level that allows us to continue investing for growth. TFor those
segments 10 which we are, together, able to deliver value for members,
providers, and shareholders, we expect to sce substantial growth. For those
segments in which we are unable to create value, we anticipate working with the
appropriate regulators, and others to {ind a constructive solution.

Trigon 1§ committed to continue building upon CarcFirst's strong provider
relationships. Our long-standing strategy has been to cultivate, maintain, and
improve a broad network of high-quality providers so that we can deliver value
for our members. Today, we have the broadest networks in Virginia, with over
95% of physicians and 100% of hospitals voluntarily participating in our
networks. We take a long term view of provider partnership, and have in place
today hospital contracts with terms of up to twenty years. Waorking together
with CareFirst, we have an opportunity to provide stability and create value for
providers throughout the Mid-Atlantic region by offering long term agreements,
climinating administrative hassles, standardizing coverage for their paticats and
by investing in technology at a level unatiainable by either of us independently.

We would like to refresh our view of value based on the documents we have
received to date and through further discussions with you. In addition, we would
request the following documents:

« Financial and operational results for the third quarter of 200t, with
management discussion and analysis, at the same level provided at the close
of the second quarter 2001

« Tinancial forecast and operational plans for 2002

We arc prepared for simultancous confirmatory due diligence and negotiation of
a definitive agrecement within 30 days. The critical first step in our diligence
process will be working with you in outlining the programumatic approach
through which we will jointly cnsure the successful completion of this
partnership - including the key activities, milestones, and timelines for the
negotiation, diligence, communication, filing, multijurisdictional approval and
closing of this partnership agreement.

The proposed transaction is also subject to certain other customary items being
satisfied poor 1o consummating a transaction, including the negotiation and
exccution ol a defimitive purchase agreement and related documents, and receipl
of required [3oard, sharchelder and regulatory approvals.
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